The study sought to determine the effect of capital expenditure on Sectoral economic growth and the moderating effect of political risk on the relationship using Auto Regressive Distributed Lag model. The study targeted 11 sectors that receive government expenditure and adopted positivist philosophy and a causal research design. Secondary data for the period 2006-2015 was collected from Kenya National Bureau of Statistics Statistical Abstracts, Kenya National Audit Office reports and Political Risk Group reports. The study conducted Hausman Test, Panel Stationarity Test and Heterogeneity Test as preliminary tests. The study found that capital expenditure has a significant effect on Sectoral economic growth both in the long run and short run. The study further found that political risk has a significant moderating effect on the relationship between capital expenditure and Sectoral economic growth in the long run at the significance level of 0.05. The study concluded that capital expenditure has an effect on sectoral economic growth in Kenya both instantaneously and in the long run. As well, Political risk curbs the effect of capital expenditure in the long run. The study recommends enhancement of capital expenditure. Additionally, the government should enhance political stability to accelerate growth.
posting 2.5% annual growth as iron ore and coal production largely. Agricultural Sector experienced violent strikes early in 2013 causing growth to collapse from 4% in the year 2012 to 1.4% in the year 2013. Services, which account for 25% of the South African economy rose to 2.6% in the year 2013 compared to 5% in the year 2012. In the East Africa region, Rwanda's economic growth has been fluctuating across all the Sectors with the highest average aggregate GDP of 8.1% in the period 2000 (Rutayisire, 2013 . In the same way, Tanzania's economy has been growing with agriculture and infrastructure Sectors contributing more to the GDP compared to health and education Sectors (World Bank, 2011) .
Sectoral economic growth in Kenya has been hampered by hefty dependence on a few agricultural imports, population growth, prolonged drought, power rationing, abating infrastructure, extreme disparities of wealth, terrorism, poor governance & corruption and post-election violence (World Bank, 2014) . Even with these challenges, World Bank views Kenya as one of the fastest-growing economies in East Africa, with a GDP growth rate forecast of 6.0% in the year 2015 and 6.6% in the year 2016. In September 2014, Kenya changed the base calculation year for measuring its GDP to the year 2009 from the year 2001, and this catapulted it to number nine in the ranking of Africa's top 10 economies by GDP (World Bank, 2015c) . The government increased capital expenditure to Education, Transport and Communication, Electricity and Water supply Sectors from the years 1992 to 2012. In 1992, expenditure on Transport and Communication, Electricity and Water supply went down because money was diverted to finance the 1992 general elections. In addition, infrastructure Sector, which ordinarily attracts much donor funds, went down, attributed to low donor confidence leaving the government with little to spend in this crucial Sector (Muthui, Maingi, Gideon, Thuku, & Kosimbei, 2013 (Republic of Kenya, 2015b) . Arts, Culture and Recreation Sector utilizes its expenditure on promotion and development of sports, culture and film and music industry (Republic of Kenya, 2014) .
Statement of the Problem
Government of Kenya is currently implementing the Second Medium Term Plan of Vision 2030. Growth objectives underpinning the Vision 2030 require the rate of growth of the economy to have risen from 6.1% achieved in 2006 to 10% in the years 2012 and 2013, and to sustain that growth (Republic of Kenya, 2007b) . However, the annual GDP growth in the year 2012, 2013, 2015 and 2016 was 4.5%, 5.7%, 5.7% and 6.0% respectively (Republic of Kenya, 2013c) .
From the foregoing background literature, it is evident that the government of Kenya allocates substantial amounts of money to Agriculture and Forestry, Electricity and Water Supply, Education, Health Care, Economic Services, National Security, Defense and General Administration for implementation of Vision 2030 flagship projects that would contribute to 10% growth (Republic of Kenya, 2015a) . However, despite the increase in capital expenditure on the mentioned Sectors, Sectoral economic growth has been fluctuating. For instance, capital expenditure to Agriculture and Forestry Sector has been on upward trajectory from the year 2006 to 2015 but the resultant allied GDP values fluctuated between -5.0%, 10.0% and 5.6% for the years 2008, 2010, and 2015 respectively. This was against the general proposition that when there is an increase in government expenditure in these Sectors, it is expected that the economy will exhibit positive economic growth (Abdinasir, 2013 , Muthui et al., 2013 thus leaving it unclear capital expenditure significantly influences Sectoral economic growth especially in a developing economy such as Kenya. Government expenditure has also been restructured to enhance economic growth by increasing capital expenditures, especially those targeting public investments, such as education and health (Wanjiku, 2013) . However, despite the reforms, economic growth has not kept pace with expenditure growth (Maingi, 2010) .
Majority of the studies undertaken in Kenya focused on the general economy and aggregate expenditure and therefore scanty documented analysis of capital expenditure and sectoral economic growth in Kenya is avaliable. This study, therefore, sought to bridge knowledge gaps by attending to gaps documented in the foregoing, thereby, determining the effect of capital expenditure on Sectoral economic growth with political risk as a moderator in the relationship.
Objectives of the Study
i. To establish the effect of capital expenditure and Sectoral economic growth in Kenya.
ii. To establish the moderating effect of political risk on the relationship between capital expenditure and Sectoral economic growth in Kenya.
Theoretical Review
The theories that have been found to explain the effect of capital expenditure on Sectoral economic growth include Agency theory, Budget theory, Stewardship theory as well as Neo-Classical theory of growth. These theories were relevant to the study as highlighted below:
1) Budget Theory by Key (1940)
Valdimer Orlando Key is credited to have put the theory forward in 1940 after he recognized the need to have a budget theory in Public Finance. Key (1940) as cited in Khan and Hildreth (2002) government. Budget theory provides a perspective of looking at budgets as portfolios. The argument is that budget requests in the state are very similar to portfolios the finance managers in the private sector deal with on regular basis. The acceptance of these portfolios depends on their efficiency. The theory suggests that government managers would select portfolios that will maximize their utility subject to risk-return combination (Khan, 2002) . Every year, the budget managers receive funding requests of activities from MDAs that exceed available resources. It is, therefore, possible to organize these activities into different combinations called portfolios. This notion of budgeting as a decision-making exercise involving multiple packages is consistent with portfolio theory developed by Harry Markowitz in 1950s (Marnix, 2004) .
This theory adopts the notion of expected returns, variance co-variance and dominance in allocating funds (Cochrane, 2007) . For example, the expected return on expenditure on education Sector would be the greatest number of children that can receive an education. Expected return can be formally defined as the expected return of a portfolio as the weighted average of the expected return of activities it contains. Dominance is a situation where one or more activities in a portfolio dominate others and a decision maker will most likely prefer some activities more than others (Khan, 2002) .
Therefore the funds allocated for different activities in a portfolio must reflect the variance as much as possible for those activities. The efficient portfolio will be a combination that would maximize the expected return and minimize the variance (Cochrane, 2007) . This theory has limitations that is the application of the theory to all activities, including those that are not divisible and how to deal with a situation when the number of activities facing a budget manager becomes very large (Rubin, 2007) . It is possible to allocate resources efficiently to activities during the MTEF process in Kenya so as to maximize expected returns (Martin, 1997) .
2) Neo-Classical Theory of Growth by Solow-Swan (1956)
This theory was advanced by Solow-Swan in 1956 as an exogenous growth model (Solow-Swan, 1956 ). It is an economic model of long-run economic growth set within the framework of neoclassical economics. It endeavors to explain long-run economic growth by looking at capital accumulation, labor or population growth, and increases in productivity. Productivity is enhanced by financing or supplying directly the investments that the private Sector would not supply in sufficient quantities due to various market failures like infrastructure projects and basic education and health expenditure, which could directly enhance private Sector productivity; efficient supply of some basic public services that are crucial to provide basic conditions for entrepreneur activity and long-term investment; and financing its own activities in the manner that minimizes distortions to private Sector savings and investment decision and to economic activities more generally (Romer, 1996) .
It is on this basis that government expenditure can impact growth by affecting capital and/or labor as well as the generation and/or assimilation of technological progress reflected in total factor productivity (Maingi, 2010) . Conversely, since the model assumes that the long-run growth rate is compelled by the population growth and the rate of technical progress, which is viewed to be exogenous, the effect of government expenditure on growth through production factors is considered to be only transitional (Dominick, 2002) . The theory is applicable in Kenya in that Sectoral productivity is likely to increase if labor and capital are allocated with sufficient resources. Capital formation and government investment is captured under capital expenditure.
Empirical Literature Review
Nurudeen and Usman (2010) employed a disaggregated analysis using Johansen cointegration and Error Correction Model (ECM) to examine government expenditure and economic growth in Nigeria. The study established that total capital expenditure and government expenditure on education have a negative relationship with economic growth. In contrast, growing government expenditure on transport & communication and health led to an increase in economic growth. Nurudeen and Usman (2010) Lagat (2015) studied foreign aid, government expenditure and Sectoral GDP growth in Kenya using a correlational research design with a focus on Education, Agriculture & forestry and Health Sectors. The study utilized Panel Generalized Least Squares to estimate the effects of foreign aid and government expenditure on Sectoral GDP growth for the period 1980 to 2012. The empirical findings, showed that growth in public Sector wage employment, growth in non-public Sector wage employment and private investments have positive effects on Sectoral GDP growth while development expenditure was found to have negative effects on Sectoral GDP growth. Furthermore, the coefficients for the recurrent expenditure and foreign aid were found to be statistically insignificant whereas all the other variables' coefficients were statistically significant. Lagat (2015) however omitted other key Sectors in the economy hence difficult to generalize the findings to reflect the overall Sectoral growth in Kenya. Secondly, there have been several elections and political alignments from 1980 up to 2012 that affect the performance of Sectors yet the risks associated with political alignments are not captured in the study. Besides that, Lagat (2015) assumed a direct relationship between the independent and dependent variables that is the absence of moderating. Lastly, Lagat (2015) used printed estimates to capture capital expenditure, which do not reflect the actual audited government expenditures.
Majority of the studies reviewed focused on the general economy however capital expenditures are allocated to each Sector and therefore this study focused on Sectoral GDP growth that was omitted in the previous studies. Studies that focused on Sectoral economic growth in Kenya omitted key Sectors in the economy and used nominal values instead of real values. Besides that, the studies reviewed under the Kenyan context used total expenditure but this study focused on capital and as a component of government expenditure for each Sector. This provides a detailed analysis of capital expenditure in each Sector. From the literature, there is evidence that capital expenditure in some Sectors enhances growth while others hinder growth that could be as a result of other factors like political risk. This study, therefore, tested the moderating effect of political risk in the relationship ijef.ccsenet.org
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Results, Findings and Discussion
The specific objective was to establish the moderating effect of political risk on the relationship between capital expenditure and Sectoral economic growth in Kenya. Table 2 below presents the results of the test of hypothesis. Note. Standard errors in parentheses. *** p<0.01, ** p<0.05, * p<0.1.
H0 1 : Capital Expenditure has no significant effect on Sectoral Economic Growth in Kenya.
In view of the first objective, the study sought to determine the effect of capital expenditure on Sectoral economic growth in Kenya. The null hypothesis (H0 1) that is; capital expenditure has no effect on Sectoral growth in Kenya was tested. The efficient PMG estimates in Table 2 show that the coefficient of capital expenditures in the short run is 0.0627 with a corresponding p-value less than 0.01 and t statistic of 2.92 that is, . Therefore, the null hypothesis that capital expenditure has no effect on Sectoral economic growth in Kenya is rejected. Since Sectoral growth and capital expenditures enter model 3.1 in log form the coefficient has elasticity. The magnitude of the coefficient shows that other things being equal and with a one per cent increase in capital spending in the short run, Sectoral growth increases by 6.27 percentage points.
In addition, Table 2 above indicates that the coefficient of capital expenditures in the long run is 0.0290 with a corresponding p-value less than 0.05 and t statistic of 2.10 that is, . The null hypothesis is therefore not supported at a significance level of 0.05. Since Sectoral growth and capital expenditures enter model 3.1 in log form the coefficient has elasticity. The magnitude of the coefficient shows that other things being equal and with a one per cent increase in capital spending in the long run Sectoral growth increases by 2.9 percentage points. Hence, the null hypothesis that capital expenditure has no effect on Sectoral economic growth is rejected. This is in contrast with Lagat (2015) who established a negative relationship between capital expenditure and Sectoral GDP growth. Ogundipe and Oluwatobi (2010) established a positive relationship between capital expenditure and economic growth in the long run. Nurudeen and Usman (2010) established mixed results on the effect of capital expenditure and economic growth with education being negative and other Sectors being positive. Capital expenditure financing robust infrastructure reduces cost of doing business like cheaper electricity and water bills, reduced amounts spent on vehicle repairs and it saves time and fuel lost in traffic jam snarl-ups and unwarranted delays (Muthui et al., 2013) . Capital expenditure on Agriculture increase productivity on agriculture Sector which is the largest contributor to the GDP and reduces food insecurity. The moderating effect of political risk under hypothesis two was estimated using models 3.2 and 3.3. Table 3 reports the estimates of model 3.3. Table 3 indicates that the PMG estimates coefficient of political risk in the long run is 0.794 with a corresponding p-value greater than the significance level of 0.05 and t statistic of 0.52 that is, . In the short run, the coefficient is 2.201 with a corresponding p-value greater than the significance level of 0.05 and t statistic of 1.36 obtained as . Therefore, the coefficients of political risk is not significant both in the short run and the long run. The results in Table 3 were further interpreted simultaneously with those of model 3.3. Table 4 above introduces political risk as a moderator and the coefficients of interest are those of the interaction terms. The PMG estimates show that coefficients of the interaction terms (capital expenditure and debt servicing) are significant in the long run whereas the interaction of current expenditure and political risk is insignificant in the long run. In Table 3 , the coefficient of political risk is not significant in the long run. When these scenarios are compared to the decision-making criteria in Table 1 the null hypothesis (that political risk has no moderating effect on the relationship between government expenditure and Sectoral economic growth in Kenya) is subsequently rejected in the long run. Therefore, political risk has a moderating effect on the relationship between capital expenditure and Sectoral economic growth in Kenya. The sign (+ or -) of the interaction terms in the long run is contrary to that of coefficient of the variable for capital expenditures. Therefore, political risk reduces the effect of capital expenditures on Sectoral growth in the long run.
In the short run, the coefficients of interaction terms for capital expenditure in Table 4 are not significant. In Table 3 , the coefficient of political risk is not significant. When these scenarios are compared to the This is consistent with the findings of Cooray (2009) whose results indicate that both increased public spending and good governance can improve growth outcomes. Bruckner and Gradstein (2012) however concluded that higher income growth is significantly negatively correlated with countries' political risk. Political risk is neither an explanatory variable nor a moderator in the short run.
Conclusion
The test of hypothesis two indicates that capital expenditure has a significant effect on Sectoral economic growth in Kenya (both in the short run and in the long run) with a positive coefficient. This finding is supported by several studies and it contradicts some studies from other countries. This study therefore concludes that capital expenditure has both immediate and long term effect on Sectoral economic growth in Kenya. It further confirms that government investments in capital projects are growth boosters.
Finally, findings from test of hypothesis six indicate that political risk has a moderating effect on the relationship between capital expenditure and Sectoral economic growth in Kenya. It further indicates that political risk curbs the effect of capital expenditure in the long run. It is similarly concluded that political risk is neither an explanatory variable nor a moderator in the long run.
Recommendations
The National Treasury should increase allocations to capital expenditure budget as opposed to current expenditure because investments in infrastructure unlocks constraints to growth, including ongoing public investments in the railway network, modernizing seaports and airports, improving road networks and expanding energy and water supplies. Similarly, prioritization and budgetary allocation to capital projects should be based on the notion of efficient portfolios. In addition, budget officers should scrutinize past performance before allocating expenditure to various expenditure components. They should critically assess and evaluate whether value for money was achieved. The critical assessment involves a great sense of fiscal responsibility and good stewardship that take into account the greatest possible achievement of the country. This will eliminate wasteful spending and enhance prioritization of key projects.
The executive, judicial and legislative arms of government should enhance political stability and promote good governance to accelerate economic growth rate. This could be achieved through enhanced security, reduced levels of ethnic polarization, uphold the rule of law, ensuring government stability, enhanced government effectiveness, accountability and transparency. This will reduce the country's political risk which hinders economic growth if it is not well controlled.
